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PART II 


11. Reports for Government 


Governments are interested in the finan- 
cial statements of companies, for companies 
and the employees of companies are the 
greatest generators of tax revenue in Aus- 
tralia. The requirements of government 
departments are met by complying with 
the requirements of the department con- 
cerned. The taxing authorities, as well as 
other departments, have the power to go 
behind the financial statements of com- 
panies and also dictate variations of ac- 
counting practices in the preparation of 
the information they require. 


12. Reports for Investors 


There is little essential difference be- 
tween the needs of the professional investor 
and those of the ordinary member. While 
the professional investors may be less im- 
mediately concerned with the pictorial and 
typographical excellence of the report than 
with its financial and statistical complete- 
hess, they too are attracted by and appre- 
ciate a forceful presentation. 


From the viewpoint of the investor, com- 
pleteness of data is important—hence the 
greater emphasis on the revenue statement 
and an analytical statement of items 
therein. In a survey** made a few years 
ago in America it was found that investors 
regarded the following four matters of 
most importance when considering annual 
reports :— 


(a) Presentation of comparative finan- 
cial statements permitting the data 
on condition and results given in the 
current report to be compared with 
those of earlier years. Ten-year 
operating figures were cited as 
necessary to give a peace-time as 
well as war-time picture and trend. 


Analysis or break-down of the 


revenue statement to provide infor- 
mation relative to the major phases 


(b) 





* Conducted by editors of Trusts ¢ Estates, 
New York. 
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Corporation as Social Unit—continued 
of the business operations, viz.: in- 
come and expense by divisions or by 
products, ete. , 
Authoritative textual comments to 
explain the reasons for significant 
changes in operating results and 
financial condition. 
Statements explaining the nature 
and extent of research, new-product 
development, ete., combined with 
conservative evaluations of the prob- 
able results of these programmes 
upon the expansion of markets for 
the company’s products. 


Items regarded as unimportant by inves- 
tors were :— 

Pictures, particularly those of the 
management and employees. 
Unnecessary charts and graphs. 
Editorial comments on _ politics, 

national affairs, etc. 


13. Reports for Bankers** 


One of the important functions of pub- 
lished financial statements is their use by 
bankers in deciding upon the desirability 
or otherwise of making, or increasing, ad- 
vances to the client presenting the financial 
statement. 


Bankers are in a special position, in that 
the ‘‘close contact and the confidence en- 
joyed between banker and customer are 
probably of more value to us than anything 
that might be gained from general im- 
provements that might be made in the form 
in which annual accounts are made pub- 
lie.’’ 

‘*A banker’s relations with his customers 
and the extent to which he is prepared to 
extend financial assistance to them, are 
governed by assessments of credit worthi- 
ness which in very few cases can be derived 
solely from a perusal of published financial 
statements.’’ The day-to-day contact by a 
banker with the affairs of a company en the 
financial side gives a close and continuous 
working knowledge of the company’s posi- 
tion and operations and enables the banker 
to assess the extent to which he can rely on 
the published statements and the need for 
further enquiries. Bankers are usually able 


* The details in this section are extracted from 
replies to a questionnaire completed by Australian 
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to obtain supplementary details regarding 
published statements, but there are times 
when they have nothing more than the 
published statements upon which to base 
an opinion. Although it is not possible to 
include all the relevant information 
bankers require in financial statements, a 
knowledge of the information bankers de. 
sire to ascertain from the statements and 
supplementary data should be of utility to 
accountants. 

Information supplied by bankers indi- 
eates that bankers are desirous of quickly 
assessing, and without difficulty, the 
strength or weakness of a company, and 
that they consider the classification of bal- 
ance sheet items with appropriate sub- 
totals an advantage in so doing. 

Some _ specific items mentioned by 
bankers were :— 


INVESTMENTS 


The type should be given, and whether 
quoted on stock exchange or not. 


FREEHOLD PROPERTY 


The basis and approximate date of 
valuation should be given. This enables 
some indication to be obtained of undis- 
closed reserves. Reference to any revalua- 
tion should be given. 


BanK BALANCE 


The bank balance as per the bank books 
should be shown, and not the bank balance 
as per the company’s books—the former 
would, of course, be shown plus or minus 
outstanding items. It was suggested that 
it may be misleading to show the balance 
otherwise, as it might suggest ‘‘a greater 
line of credit with the company’s bankers 
than is the case.’’ 


TURNOVER 


‘*The sales figures of a business are of 
great value in assessing the worth of such 
items in the balance sheet as book debts and 
stoek, and in forming an opinion upon the 
adequacy of the business obtained in rela- 
tion to capital invested. In these days of 
rapidly changing prices, it would be # 
much the better if some indication could ke 
given of the physical or unit volume of 





bankers. The writer records his thanks for the 
information so willingly supplied. 
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Cerporation as Social Unit—continued 
turnover, as well as the monetary turn- 
over, so that the progress of the business 
can be gauged.”’ 


‘Tn a business with cash and credit sales 
a subdivision showing the amount of each 
is very helpful in forming an opinion about 
book debts, and about the nature of the 
business. ”’ 


Work IN PROcEsS 


This asset may be almost worthless, to a 
banker, if the company went into liquida- 
tion. 


SuNDRY DEBTORS 


“This item should be split into ‘trade 
debtors’ and ‘other debtors’. It can be 
most misleading if all sorts of long-stand- 
ing debts and loans are lumped in with 
current trade debts.’’ 


PROVISION FOR DIVIDEND 


‘Provision for dividends proposed to be 
paid out of profits up to balance date is a 
helpful practice, so that the amount of 
shareholders’ funds intended to be retained 
to carry on the business is clear on the 
face of the balance sheet.’’ 


Bankers showed an interest in the his- 
tory of the capital construction of the com- 
pany, how its fixed assets had developed, 
and information as to replacement values. 
It was suggested that reference be made to 
a comparison between proprietors’ inter- 
ests and creditors’ interests in the com- 
pany. The need for previous years’ figures 
was stressed, together with an explanation 
of any large movements. Figures for five 
years or more, in tabular or graphical 
form, were needed. The desirability was 
mentioned of indicating in the directors’ 
report accompanying the financial state- 
ments of the geographical distribution of 
the company’s activities, e.g. source of 
principal imports, raw materials, and scope 
and spatial distribution ef markets. In the 
same manner the principal occupation of 
the company should be indicated in specific 
rather than general terms, e.g. ‘‘retail 
grocers conducting 29 chain stores for the 
distribution of all grocery lines, small- 
goods, wines, and spirits.”’ 
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Other supplemental aids mentioned by 
bankers were: ‘‘Obviously, it is incumbent 
on the banker to be fully informed as to the 
personal integrity and ability of the prin- 
cipals or directors, the regard in which 
they are held in the community, their pre- 
vious borrowing reputation, the past re- 
sults and future prospects of the business, 
and the availability of adequately trained 
understudies of principals whose retire- 
ment, resignation, or death may affect the 
good of the concern.”’ 


14. Reports for Creditors** 


The needs of creditors depend upon 
whether they are long-term or short-term 
creditors—the former being mainly con- 
cerned with the ultimate stability of the 
company and the latter with the working 
capital position or ratio. Both should be 
able to obtain the information they desire 
from well prepared balance sheets. 


It is suggested that creditors are vitally 
interested in the funds statement. The 
calculation of periodic income is a secon- 
dary consideration to creditors, who are, or 
should be, interested in a record of the 
source and disposition of the funds of the 
enterprise. Creditors’ interests are there- 
fore likely to be satisfied by a funds state- 
ment accompanied by the stereotyped bal- 
ance sheet indicating the assets and in- 
debtedness of the company. Debenture 
holders are, of course, interested in the 
type of asset the company possesses; par- 
ticularly their realization possibilities. 


15. Reports for Trade Unions 


It is difficult to ascertain the views of 
organized labour towards financial state- 
ments of companies. In wage negotiations 
the statement of revenue and expense on a 
yearly basis might not be the most useful 
or desirable figures for either party. The 
wage earners’ representative should be in- 
terested in the return from the regular 
operations of the company and the unusual 
non-recurring type of items. Increases and 
decreases in productivity seem particularly 
important. 





* Other than bankers. 
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Corporation as Social Unit—continued 


Requests made by the writer to several 
unions for an expression of views for this 
paper proved abortive. I am forced to con- 
clude they are uninterested. 


16. General Misunderstanding 


It is obvious that the company form of 
proprietorship is the cream of our indus- 
trial organization; the public find in the 
company system the easiest method of 
being interested in commercial ventures. 
The intense activity of the stock exchange 
and the increasing number of persons ac- 
quiring shares in companies indicates an 
added responsibility being thrust on the 
company system. 


In 1947 the Controllership Foundation 
of America organized a public opinion re- 
search to ascertain the degree of acceptance 
by the public of the facts and figures of 
business accounting as reflected in the pub- 
lished financial statements of companies. 
Over 2000 persons were interviewed by 


trained research workers, and this volu- 
minous research revealed the following 
three disturbing facts :— 


**(1) That the public has an erroneous 
impression of the amount of profit 
made by business firms. 


That a considerable section of the 
public does not understand the 
terms in which business reports are 
couched, even though they are sanc- 
tioned by long use. 


That, in spite of certified audits and 
all the safeguards imposed by Fed- 
eral and State laws, and by the 
regulations of the Securities Ex- 
changes, a substantial percentage of 
the public distrusts the financial 
statements of business.”’ , 


(2) 


One of the most significant recent social- 
economic developments is the change in the 
type of individual supplying the needs of 
an expanding economy. Instead of a com- 
paratively few persons providing capital 
for business ventures, there has emerged 
the small capitalist—the person holding, 
say, only 100 5/- shares in a company. 
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The corporate capitalistic system is 
assailed on all sides by different methods of 
thinking, and it is a duty of the accounting 
profession to see that the results of cor- 
porate enterprise are presented in such a 
manner that the parties receiving the re. 
port will understand it. Otherwise, through 
misunderstandings, we may cease to con- 
tinue to enjoy the individual freedom our 
high standard of living provides. Account- 
ing must provide leadership in the present 
period of transition—our challenge, | 
suggest, is to clarify obscure and ambigu- 
ous methods of accounting and to place the 
results of corporations in an understand- 
able form. 


17. Conclusion 


The process of determining the needs of 
the different sections of the community as 
regards the financial statements issued by 
companies, and the methods of supplying 
those needs, is an arduous task. It is a job 
which must be tackled if private enterprise 
is to survive the many isms which assail. 
Our previous concepts will have to be re- 
examined. The economic interest of the 
nation as a whole also requires considera- 
tion. As a constructive suggestion and asa 
means of correcting existing shortcomings 
it is suggested that the Institute, combined, 
if possible, with other accountancy insti- 
tutes, assume the leadership in undertaking 
a joint study of the problem together with, 
say, representatives of the University, the 
Associated Stock Exchanges, Australian 
Institute of Management, and similar 
organizations. The era in which financial 
statements are prepared purely for the 
members of corporations has gone. The era 
in which members took a keen and intelli- 
gent interest (because of large investment 
therein) appears also to have gone. 


An attempt has been made to point to 
the desirability of reforms in the direction 
of affording a different type of information 
to members and other parties interested in 
the activities of companies. The present, in 
company practice, as in so many other 
spheres, appears to be a period of transi- 
tion, and it is suggested that the funda- 
mental practices underlying corporate 
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Corporation as Social Unit—continued 
affairs is also undergoing change. The re- 
sponsibility which the executives of com- 
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panies and the accountancy profession bear 
in this period of change in ideas and 
methods of expression is considerable. 


APPENDIX A 


As already indicated, until compara- 
tively recent times the number of share- 
holders in companies was not very large. 
Membership was usually the result of con- 
siderable investment in the enterprise. This 
has now changed, and is one of the reasons 
for this paper. In the report of the Com- 
mittee on Company Law Amendment in 
England in 1945, the following observa- 
tion is made :— 


‘In the early days of joint stock com- 
panies investors were usually people of 
wealth who had knowledge of and experi- 
ence in financial matters; or if they were 
not, their affairs were administered by ad- 
visers who had such knowledge and experi- 
ence. In the last hundred years there has 
been a great re-distribution of wealth, so 


Paid-up 
Capital 


Ordinary Shares of 
£000 





| 

Imperial Chemical Industries Ltd. ..| 

Imperial Tobacco Company © Great} 
Britain & Ireland) Ltd. ; 

Courtaulds Ltd. 

— Rubber Company Ltd. 


43,590 


37,493 
24,000 

7,851 
14,750 
11.319 


J. & P. Coats Ltd. 

Unilever ae 

Fine Cotton Spinners’ 
Association Ltd. .. 

Cunard Steam Ship Company Ltd. 

Staveley Coal and Iron Company 
Limited ws 

Watney Combe Reid & Company Ltd. 


"and Boab 
4,410 
5.570 


3,385 
3,185 


Weighted average .. 


that many small investors have holdings in 
companies. This tendency is growing at 
the present time, and the number of share- 
holders is likely to increase further, with a 
corresponding diminution in the size of the 
average shareholding. The small investor 
seldom takes a close interest in or attends 
many meetings of the companies in which 
he holds shares. The following figures 
which have been supplied to us, show how 
numerous are the shareholders in big com- 
panies and how small the average share- 
holding is; they were compiled from the 
registers of ordinary shareholders only of 
ten well-known companies, over a decade 
ago. The figures for total capital and num- 
ber of shareholders have increased—in 
some cases very considerably—in the in- 
terim.’”’ 


Proportion of Shareholders, 
each holding 
Number 
of Share- 
holders 


Less than 
500 shares 


Less than 
200 shares 


Less than 

100 shares | 
ae 

Per-cent | 
40.4 


124,690 


Per cent 
86.6 


Per cent 

64.5 
47.4 
43.2 


90.2 
88.9 
81.6 
91.6 
91.8 


94,690 
59,940 
52,620 
49,570 
19,420 
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The following further dissection of the total membership of the shareholdings of 
fifty companies will be of interest. The number of employees of the same companies 
is also shown. 


Company Membership ee 
; ? . 0. 0 


Female Corporate Other Total | Employees 
Members | 


+ 687 169 
682 1,293 799 
390 7 1,009 150 
932 52 2,162 700 
159 § 416 137 
144 2 290 cscs 
315 ‘ 650 335 
564 j 095 118 
54 é 183 80 
261 540 160 
308 ‘ 521 a, 
24 56 1 
996 1,799 1,100 
303 1,105 - 340 
2,265 4,100 750 
824 1,650 1,200 
1,371 2.463 pas 
666 1,490 320 
1,380 3,150 2,500 
144 378 200 
693 ‘ ‘ 1,408 3,232 
1,321 : 2,498 288 
3,423 , 5,978 1,850 
995 1,984 200 
300 486 
2.404 4,310 
1,493 2.739 
22 62 
196 358 
205 ' § 402 
391 788 
620 1,832 
910 2,947 
1,025 2°517 
706 2,123 
401 
326 


277 


3,260 
299 
2,179 
643 
252 
310 
1,212 
124 
600 
374 
605 
2,041 


paper. 


‘‘spread’’ of company membership mentioned in the 
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It will be noticed that in the fifty companies selected—they were a purely random 
selection, the only eliminations being exceptionally large corporations to avoid dis- 
tortion—there are over 100,000 persons who may be directly concerned with the 
financial statements issued by those fifty companies. 
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Corporation as Social Unit—continued 


APPENDIX C 
The questionnaire which several hundred employees completed was as follows :— 


QUESTIONNAIRE 


This Questionnaire is prepared by R. K. Yorston, Chartered Accountant, 17 Castlereagh Street, 
Sydney, who confidentially and without even asking to know your identity requests that you will 
be so good as to complete it. The information to be collected is to form the basis of part of a 
lecture to accountants on what the public thinks of the published financial statements of companies, 
and how such statements can be made of more use to the person not skilled in accounting. Remember, 
your name is not wanted—merely your opinion is desired. 


This is merely a survey to obtain the opinion of different classes of people—that is all that is 


required. Please cross out either ‘‘Yes’’ or ‘‘No’’ so that the word remaining will express your 
opinion. 


Do you see the annual published financial statements of the compa which 
employs you? 
_ 
Do you read them? 
Do you understand them? 


Do you consider your company earns too much profit? 


If you consider your company earns too much profit, can you state the reason— 


; 
" 
3 
| 
L 
> 
. 
~ 
A 
4 
s 
_ 
> 
D 
=a 
~ 
> 
—— 
°) 
al 


(a) Pays employees too little? 
(b) Charges too high prices? 
(ce) 
(d) 

De you understand the meanings of the following terms, which appear in finan- 

cial statements ?— 
(a) Authorised Capital Yes 
(b) Prepayments Yes 
(c) Current Asset Yes 
(d) Current Liability Yes 


What information would you like, and which is not included in the published financial state- 
ments f— 


Can you suggest how your company’s financial statements may be made more intelligible to 
youf 


+ Figures not available. 


Please specify whether— Male Female 
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CORPORATION AS SOCIAL UNIT — COMMENTARY BY MR. J. N. WALKER 
Managing Director, Jantzen (Aust.) Ltd. 


Mr. Yorston is to be congratulated, not 
only on the excellence of the paper which 
he has prepared, but on the spirit behind 
such preparation. The subject of the paper, 
‘‘Some Accounting Implications Arising 
from the Corporation Viewed as a Social 
Unit,’’ is one in which I have been greatly 
interested for some years, and I am most 
grateful for the privilege of making some 
comments on the paper presented to this 
meeting to-night. 

I agree with Mr. Yorston in most of what 
he has put forward, and, in particular, I 
recognize the obligation of businessmen to 
contribute to the general social welfare. 

I agree with Mr. Yorston that the cor- 
poration has become a vast social force, in 
place of being purely an industrial factor 
in the community life of the centre in 
which it is situated. It is evident that Mr. 
Yorston is fully seized with the urgent 
necessity of educating the community in 
the important part that free enterprise 
plays in the economic set-up of the nation, 
and in its potential of raising the standard 
of living. I commend his constructive sug- 
gestion that a joint study be made of this 
problem by the responsible bodies he has 
named. 

I do not agree, however, that it is desir- 
able to issue separate financial reports for 
the information of employees to those 
issued to shareholders. I firmly believe in 
sharing information with employees, and 
believe it is possible, in the one document, 
by using modern explanatory techniques, to 
take care of the needs of these two groups. 
At the same time, such a document can 
provide information of value to bankers 
and perform a public relations job. I be- 
lieve this can be done without using a 
voluminous mass of detail and figures. If 
Mr. Yorston’s suggestions bear fruit, and 
it is found possible to evolve financial 
statements in a form more understandable 
to the layman, I still believe these should be 
distributed to both groups, even if such dis- 
tribution were quarterly or half-yearly. 

I think we would all agree that financial 
statements should be designed to tell a 
story that almost anyone can read. Per- 
sonally, I don’t consider the average in- 
telligence of shareholders much, if any, 


greater than that of employees. So, if 
simple language is used to tell the story 
clearly to employees, it should also meet 
the requirements of the vast body of share. 
holders, and particularly those in the grow. 
ing group of small investors to which Mr, 
Yorston referred. The main difference that 
I see between shareholders and employees 
is in the acknowledgment of the desirability 
and in the understanding of the free-enter. 
prise system. I think it can be assumed 
that the owners of enterprise (that is, the 
shareholders) generally believe in the sys- 
tem under which it functions. But, as Mr. 
Yorston has said, there is a large section 
of the community (and I believe this would 
mostly comprise employees) which mis- 
takenly looks on a corporation as a body 
which supports its owners in luxury, while 
grudgingly paying minimum wages to the 
people who make the profits. 

I believe, as I said earlier, that the finan- 
cial reports of companies should be issued 
in an identical form to both groups of en- 
ployees and shareholders. Such reports 
should not only endeavour to present his- 
torical facts in a clear and simple manner 
(as well as those other matters mentioned 
by Mr. Yorston as affecting the company’s 
future), but they should also endeavour to 
explain such things as ‘‘ What is profit!” 
and ‘‘Why are profits necessary?’’ This is 
essential to the proper understanding (par- 
ticularly by employees) of the great bene- 
fits to all arising from a full acceptance, 
and a whole-hearted promotion, of the free- 
enterprise system. 

The danger, as I see it, in presenting a 
very simple form of accounts to employees, 
and a more elaborate form to shareholders, 
lies in the possibility of employees being 
led to believe that they have been treated 
as the mental inferiors of the shareholders. 
Management never gets employee conf- 
dence by accident, but it can lose it quite 
easily by accident. 

For some years business has suffered 
from continuing and impending govern- 
ment controls. It would seem that govert- 
ment controls have sounded the death knell 
of free enterprise in Great Britain. It 8 
significant that it has been most uncommon 
for British companies to give any informa 
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Corporation as Social Unit—continued 

tion in company reports other than statu- 
tory requirements. We don’t want free 
enterprise to die here. Governments are 
said to represent the people and their 
views. It should follow that if we, as busi- 
ness people, implement our obligation to 
educate our people in the fundamentals of 
free enterprise, we should not have oppres- 
sive controls to worry about in the future. 
Undoubtedly a properly informed body of 
employees can be the spearhead for the 
dissemination of such education. 


Mr. Yorston has referred to the small 
number of Australian financial reports 
which reveal sales volume. An annual re- 
port which does not reveal turnover cannot 
hope to be even a starter in such an educa- 
tional programme as Mr. Yorston has in 
view, and to the importance of which I 
wholeheartedly subscribe. 


Sales are the starting point from which 
is determined the amount available for dis- 
tribution to employees and shareholders. 
Without disclosing sales figures it becomes 
most difficult clearly to demonstrate that 
the profits distributed by companies are 
relatively small. When sales are revealed 
it can easily be shown that the dividends 
represent only pence in each pound of 
prices. It can be demonstrated that the 
only way to put value back into the pound 
to be spent is to give honest work-value for 
the pound to be received. In fact, in my 
company, the amount distributed to em- 
ployees in bonuses and premiums last year 
was double that of dividends distributed. 


I don’t agree with the proposal that 
financial reports giving the company’s vital 
statistics should be made available only to 
shareholders or employees who request 
them. I believe that reports should be made 
available to all, and should be mailed to the 
home address. The instance quoted by Mr. 
Yorston of an offer to make a report avail- 
able to employees, which resulted in but a 
four per cent response, is a good argument 
in support of this. Some may consider that 
mailing is wasteful, and that too many re- 
ports are not read, but an American survey 
indicates that up to eighty per cent of em- 
ployees are likely to read most of a com- 
pany’s report which is mailed to them. I 
feel that when mailed to the home it will 
probably be read also by other members of 
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the household even if the recipient is dis- 
interested in reading it himself. In this 
way the report can do a valuable public 
relations job. Of course, it cannot be con- 
cluded that all employees who read the re- 
port will fully understand it, but if as a 
result even only a few employees start to 
ask questions, then we are further along the 
road to better understanding. 


My company was pleased indeed to co- 
operate with Mr. Yorston in issuing to our 
employees the questionnaire to which he 
referred. We were most interested in the 
results, particularly in the high response 
from females. It was unfortunate, however, 
that the questionnaire was required to be 
issued at a time almost eleven months after 
our last annual report had been circulated, 
and many would have forgotten just what 
information the report contained. 


Mr. Yorston has mentioned the use by 
bankers of published financial statements 
in deciding upon the desirability or other- 
wise of making, or increasing, advances to 
the client presenting the financial state- 
ment. I think that in most cases bankers 
see the intimate statistics of the companies 
to which they advance money, and at least 
they are always in the position, as lenders, 
of asking for information supplementary 
to that presented to them. I think in such 
cases their requests are usually granted. 


I would like briefly to refer to what my 
company has done in practice which lines 
up with some of the suggestions Mr. Yor- 
ston has made in to-night’s paper. 


My company mails its annual report to 
shareholders, employees, and business asso- 
ciates. Copies of the last report will be 
made available to anyone present on re- 
quest. The report lists sales, net profit 
before and after taxes, shows the amounts 
paid to employees and shareholders, gives 
the number in each group, and average 
amount received by each employee and 
shareholder. 


An explanatory profit and loss statement 
in simple language shows our income, our 
expenditure, and how the remaining avail- 
able income was divided. Simple charts are 
used further to compare and explain our 
results. Brief explanations are given of 
the necessity of making profits and the 
security given by our superannuation 
scheme. 
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Corporation as Social Unit—continued 


The directors’ report is brief and refers, 
inter alia, to turnover, profit, expansion, 
market conditions, and employees. 

All the above information is shown 
clearly and is, I believe, of interest to both 
employees and shareholders. 


There is other information included 
which would perhaps be of more interest 
to accountants and bankers than to the 
average shareholder and employee, but it 
is contained in the one cover together with 
information which would be of interest 
both to employees and shareholders. 


It may be desirable to forward with the 
report mailed to employees a company let- 
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ter amplifying and humanizing the salient 
points in which one has knowledge they are 
interested, and also to give some expanded 
information on those items which can be 
classed as educational from the angle of 
promotion of the free-enterprise system. 
My company is considering amplifying its 
annual report in this manner next year. 
In conclusion, thanks again for the op- 
portunity to make these comments. I sin- 
cerely trust that the Commonwealth Insti- 
tute, in its sponsorship of this research lee- 
ture so ably presented by Mr. Yorston, will 
meet the success it deserves in awakening 
the business world to a fuller realization 
of the accounting implications arising from 
the corporation viewed as a social unit. 





LEGAL SECTION 


Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


SALE OF GOODS: RIGHT OF CUSTOMER TO RECOVER DAMAGES FOR 
NON-DELIVERY OF MOTOR CAR DESPITE HIS REFUSAL TO ENTER 
INTO COVENANT AGAINST RESALE 


In May 1946 the defendants had agreed 
to sell a new Bentley motor car to the 
plaintiff and to ‘‘use their best endeavours 
to secure delivery’’ thereof on the esti- 
mated delivery dates, but they were not to 
be liable for any damages or claim of any 
kind in respect of delay in delivery. The 
contract contained no estimated delivery 
dates. In March 1947 the manufacturers 
of Bentley motor cars decided to adopt the 
British Motor Trade Association’s scheme 
that on the sale of a new motor car the re- 
tail purchaser should enter into a covenant 
against resale within a certain time. The 
plaintiff refused to sign the covenant and 
the manufacturers refused to supply the 
defendants with a Bentley motor car for 
sale to the plaintiff unless he executed the 
covenant. On 12 March 1948 the plaintiff 
issued his writ in the action. The defen- 
dants contended (a) that, having regard 
to the circumstances, a reasonable time for 
delivery had not elapsed, and (b) that it 
would be against public policy to supply 
the plaintiff with a car without obtaining 


the covenant from him. The learned Judge 
gave judgment for the plaintiff on both 
points. The defendants appealed, and their 
main contention before the Court of Ap- 
peal was that the terms of their contract 
with the plaintiff absolved them from 
liability in the events which had happened. 

Held: (i) the obligation of the defen- 
dants under their contract with the plain- 
tiff was to use their best endeavours to 
secure delivery of the motor car from the 
manufacturers so that they themselves 
might make delivery to the plaintiff; to 
fulfil their obligation, conduct tainted with 
fraud towards the manufacturers was not 
required of them, nor were they required 
to violate their agreement with the mant- 
facturers or with the Motor Trade Associa- 
tion; as the manufacturers refused to sup- 
ply the defendants with a car for the plain- 
tiff unless he signed the covenant and the 
plaintiff persisted in his refusal to sign in 
spite of the defendants’ efforts to persuade 
him to do so, the defendants had used their 
best endeavours to secure delivery in 4 
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Legal Section—continued 

reasonable time or by October 1947, which- 
‘ ever was the actual obligation resting on 
them, and, therefore, they had committed 
no breach of their contract with the plain- 
tiff; (ii) the omission from the contract 
between the plaintiff and the defendants of 
a condition by the plaintiff that he should 
covenant not to resell within the specified 
time did not render the contract void as 
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being contrary to public policy, the fact 
that the covenant scheme was approved by 
the Government being relevant merely to 
the question of the political policy of a par- 
ticular government, which was to be dis- 
tinguished from public policy. 


Decision of Humphreys, J., ({1950] 2 


All E.R. 715) reversed. (Monkland v. Jack 
Barclay, Ltd., [1951] 1 All E.R. 714.) 


SALE OF GOODS: VENDOR’S ORAL GUARANTEE OF QUALITY 
HELD A CONDITION 


A Guernsey cow of unpromising appear- 
ance was offered at auction. Buyers being 
reluctant to bid, the defendant said he 
would absolutely guarantee her. Amongst 
the conditions of sale in the printed cata- 
logue was ‘‘(12) No animal, article, or 
thing is sold with a ‘warranty’ unless 
specially mentioned at the time of offering, 
and no warranty so given shall have any 
legal force or effect unless the terms there- 
of appear on the purchaser’s account.’’ 


The plaintiff bought the cow, which 
yielded little milk and subsequently died 
from tuberculosis. In an action for 
damages— 


Held (Court of Appeal): The defen- 
dant’s statement at the sale amounted to a 
condition and not a mere warranty, and as 
condition No. 12 related only to a warranty 
the plaintiff was not precluded thereby 
from claiming damages for breach of the 
condition; even if the statement were 
merely a warranty, the defendant thereby 
implied that the heifer should be sold on 
the faith thereof to the exclusion of condi- 
tion No. 12; and, therefore, the plaintiff 
was entitled to succeed. 

Wallis, Son & Wells v. Pratt & Haynes, 
[1911] A.C. 394, and Couchman v. Hill, 
[1947] 1 All E.R. 103, applied. (Harling 
v. Eddy, [1951] 2 All E.R. 212.) 


LANDLORD AND TENANT: TENANCY CONFIRMED BY ESTOPPEL 


L. was tenant of a basement flat in a 
building owned by O. On 13 September 
1948 M. purchased the building, having 
previously agreed with L. that L. would 
relinquish his tenancy of the basement flat 
and take instead a flat on the top floor. On 
the same day the purchase was completed 
M. gave a mortgage to a building society 
which excluded the mortgagor’s powers of 
leasing. Meanwhile L. had moved into the 
top flat. M. fell into arrears with his repay- 
ments under the mortgage, and the build- 
ing society sought possession. 


Held (Chancery Division): In view of 
the recital in the legal charge that M. was 
the estate owner in respect of the property, 
it must be presumed that the conveyance 
was executed before the legal charge, and, 
therefore, on the completion of M.’s pur- 
chase L.’s tenancy was confirmed by estop- 
pel, and, at the time of the execution of the 
legal charge, L. was entitled to a legal 
tenancy binding on the building society. 
(Woolwich Equitable Building Society v. 
Marshall & Anor., [1951] 2 All E.R. 769.) 


ESTOPPEL BY RECORD: JUDGMENT OF FOREIGN COURT FOLLOWED BY 
FURTHER ACTION IN ENGLAND 


While travelling in France in a motor 
car driven by the defendant, the plaintiff 
was injured in a collision between the de- 
fendant’s car and a motor lorry driven by 
a Frenchman. While French proceedings 
were pending against the lorry driver, the 
plaintiff brought an action against the de- 
fendant (who resided in England) in the 


High Court, claiming damages for per- 
sonal injuries and loss caused or con- 
tributed to by his negligence, and con- 
tended that in the penal proceedings in 
France she had not been able to recover 
full compensation for the damage suffered 
by her as (a) in those proceedings she was 
not able to claim for damage to or loss of 
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Legal Section—continued 

goods, and (b) no damages were awarded 
in respect of any subsequent aggravation 
of her injuries. She undertook to give 
credit to the defendant for the damages 
awarded to her in the French proceedings. 
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Held (King’s Bench Division) : that the , 
plaintiff was entitled to recover the balance 
in respect of the damage she had suffered. 
(Kohnke v. Karger, [1951] 2 All ER. 
179.) 


EQUITY PERMEATES THE LAW 


With the passing of the Judicature Act 
in 1837 came a fusing in England of the 
Equity and Common Law jurisdictions, 
and thereafter rules of law and rules of 
equity have operated conjointly. Writing 
in the Australian Law Journal (November 
1951, at pp. 443-8), Mr. J. G. Fleming 
observes ‘‘a shift in emphasis in the hand- 
ling of precedents’’ and ‘‘the formulation 
of value judgments’’ as indicia of an 
‘*undereurrent of change in attitude to 
particular legal problems.’’ 

Mr. Fleming ventures the conclusion 
‘*that we have left behind a period of strict 
law and are presently riding the crest to- 
wards a stage of much more widespread 
administrative justice through the agencies 
of courts of law than had even been the 


ease in the heyday of equity prior to its 
erystallization and decay as a formal sys- 
tem.”’ 


Evidence of this he finds in the develop- 
ment of the law of torts over the last half- 
century, where broad standard principles, 
such as reasonableness, duty to take care 
and so on, admitting of discretionary ad- 
judication, have superseded the mechanical 
application of narrow concepts. 


There is perhaps an interesting field for 
research in discovering to what extent the 
English development has been paralleled 
in Australia and especially in New South 
Wales, where, alone of all the Australian 
States, the judicature system has not yet 
been adopted. 


TRUSTS: APPOINTMENT BY APPOINTOR OF HIMSELF AS 
ADDITIONAL TRUSTEE NOT AUTHORISED 


A settlement, dated 22 February 1939, 
by clause 16 provided: ‘‘The power of ap- 
pointing a new trustee or new trustees 
hereof shall be vested in the settlor during 
his life and after his death in George 
during his life...’’. It was accepted that 
the power referred to was that contained 
in the (English) Trustee Act 1925, 
s. 36 (6), which provides: ‘‘...where, in 
the case of any trust, there are not more 
than three trustees...then and in any 
such case—(a) the person or persons 
nominated for the purpose of appointing 
new trustees by the instrument... creating 
the trust...may, by writing, appoint 


another person or other persons to be an 
additional trustee or additional trustees 
...’’. After the death of the settlor, George 
executed a deed of appointment dated 15 
August 1950, whereby he purported to ap- 
point himself an additional trustee of the 
settlement. 


Held (Chancery Division, per Wynn- 
Parry. J.) : because of the use of the word 
‘fanother’’ an appointor had no power to 
appoint himself an additional trustee, and, 
therefore, the appointment by George was 
invalid. (Re Power’s Settlement Trusts; 
Power v. Power, [1951] 1 All E.R. 932.) 


STAMP DUTIES: WHETHER OPTION TO PURCHASE SHARES NOT 
EXERCISED BY DECEASED FORMED PART OF HIS 
DUTIABLE ESTATE 


When 
Stamp Duties Act, that is news. 


something escapes the N.S.W. 
It hap- 
pened recently in In the Estate of R. G. 


Taylor (deceased) (1950), 51 SR. 
(N.S.W.) 16. R. G. Taylor had been left 
by his father’s will an option to purchase 
14,817 shares in J. S. Taylor Pty. Ltd. for 


£1 each, within three years from 11 Febru- 
ary 1946. The option had not been exer- 
cised before the death of R. G. Taylor on 
3 August 1947, when the shares were 
valued at £1 12s. ' 
The Commissioner of Stamp Duties 
claimed that R. G. Taylor’s estate should 
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Legal Section—continued 

include the option valued at £8890 4s., 
being the full value of the shares— 
£23,707 4s.—less their face value—£14,817. 
Alternatively, he claimed that the shares 
should be included at that value. 

The executor conceded that if the option 
was transmissible, it was ‘‘property”’ 
within s. 102 (1)(a) of the Stamp Duties 
Act, but this was denied, and it was con- 
tended that the option could not be in- 
eluded under s. 102 (2) (j), which provides 
that the estate of a deceased person shall 
be deemed to include ‘‘any property over 
or in respect of which the deceased had at 
the time of his death a general power of 
appointment’’; nor under s. 102 (2) (bd), 


which brings into the estate ‘‘any property 
comprised in any gift made by the deceased 
within three years before his death.’’ 
Held (N.S.W. Supreme Court—Street, 
C.J., Maxwell and Owen, JJ.): (1) that 
upon a consideration of the facts, the 
option was personal to R. G. Taylor and 
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did not pass to his executor; (2) section 
102 (2)(7) did not authorize the value of 
the shares to be assessed because the de- 
ceased had no powers of disposal as owner 
—per Street, C.J.: ‘‘A man by merely 
dying during the currency of an option 
which is not exercised cannot be said to 
have disposed of anything.”’ 

As regards s. 102 (2) (b), Owen, J., said: 
‘‘It may be that if the deceased had dis- 
claimed the option during his lifetime or 
had failed to exercise it within the period 
set for its exercise the transaction would 
have constituted a gift within the meaning 
of the subsection, although I find some 
difficulty in seeing how a person could 
make a gift of property which he could not 
assign. It is, however, unnecessary to en- 
quire further into that point. 

‘‘The notion that by merely expiring 
before exercising the option the deceased 
made a gift of it ‘within three years before 
his death’ seems to me to be without foun- 
dation.’’ 


REAL PROPERTY: AVULSION AND ACCRETION 


Avulsion occurs when there is a sudden 
and evident change in the course of a river 
whereby a quantity of soil is severed from 
the land of one man and deposited on or 
next to the land of another. Accretion 
oecurs when a similar result is achieved but 
by a process so slow as to be in a practical 
sense imperceptible. 

In the former event the soil remains the 
property of the first man; in the latter it 
belongs to the second. This principle goes 
right back to Roman times—see Justinian’s 
Institutes, 2.1.20. 

The parties were respectively the owners 
of two pieces of land, both held under Land 
Transfer certificates of title, lying on oppo- 
site sides of the Oroua River and having 
that river as the boundary between them. 
Since the certificates of title were issued, 
the course of the river had altered, with 
the result that an area of land comprising 
nearly eleven acres, which admittedly was 
included in the respondent’s certificate of 
title, and was formerly on her side of the 
river, was now on the appellant’s side. The 


appellant and his predecessors claimed that 
it had become his property. The respon- 
dent, on the other hand, contended that it 
was still her property, and brought an 
action to obtain a declaration accordingly, 
with consequential demands for possession 
and damages. 

Held (by the Court of Appeal, uphold- 
ing the decision of Supreme Court) : that 
the cumulative effect of the evidence was to 
establish affirmatively that the river took 
up its present course as the result of a 
sudden break at the time of a very high 
flood, when it carved out for itself a new 
course substantially the same as that in 
which it now flowed (whereby avulsion, 
and not accretion, resulted); but, even if 
the evidence, considered as a whole, failed 
to do this, at least it failed to establish 
that, by a gradual accretion, imperceptible 
in its progress, the area of eleven acres be- 
came the property of the appellant; and, 
consequently, the land belonged to the 
respondent. (Humphrey v. Burrell, [1951] 
N.Z.L.R. 262.) 


ARGUMENTS FOR AND AGAINST 


“‘A ease which has not been argued on 
both sides has nothing like the weight of 
authority of a case which has been fully 


argued,’’ per Goddard, L.C.J., in Nicholas 
v. Penny (1950), 66 T.L.R. 122. 
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THE CLEARING HOUSE 


A PROBLEM IN COST ACCOUNTING — REPLY I 


I’m sure that Mr. D. Cantle would not 
like his readers to answer his rhetorical 
question ‘‘Is the answer a lemon?’’ in the 
affirmative. On the same footing it seems 
equally clear that readers (including Mr. 
Cantle) would be most unhappy if the 


Period 1—Given 


Period 2—Assume (with new material cost 


given ) 


On this basis the cost of the manufac- 
tured goods would be 13/- per lb. and 20/6 
per lb. in the respective periods, whilst 
money-profit would be 2/- and 3/2 per lb. 
On the assumption of what is known as 
pure monopolistic conditions, more par- 
ticularly the fact that the change in price 
will have no effect on the level of demand, 
and that the ‘‘monopolist’’ merely desires 
to maintain a constant percentage margin 
of money-profit (through generous motives 
[sic]) and assuming some change in ‘‘all 
other costs’’ (of processing) to the extent 
indicated, the results could be as shown in 
the example. 

In practice, it has been shown, as a result 
of the statistical analysis of the cost and 
price structures of enterprises, that the 
linear relation holds good, contrary to what 
might be expected, for the reason that most 
enterprises seem to operate on a cost-plus 
formula and, when faced with rising costs, 
attempt to maintain a consistent percen- 
tage margin of money-profit. The extent 
to which enterprises can or do succeed in 
this aim is beyond the scope of these notes. 

On this basis a larger money-profit has 
been earned. Whether it is a larger real 
profit will depend upon the relative change 
which has taken place in the purchasing 
power of money. 

Questions of stock valuation—FIFO, 
LIFO (or NIFO!)—are not raised by the 
problem, and I shall for that reason treat 
them as irrelevant for the present purpose. 

Mr. Cantle does, however, raise a new 
problem, which is perhaps implicit in this 
situation, when he says: ‘‘... The problem 
is a particular example of a much broader 


problem submitted in the June 1951 issue 
were left unresolved. 


There is at least one other way in which 
the hypothetical situation may be pre- 
sented : 


CURRENT MONEY VALUES (per Ib.) 
Material Allother Marginof Total 
Cost Costs Profit Priee 


10/- 3/- 2/- 15/- 
17/- 3/6 3/2 


one, namely that of accounting for profit 
under inflationary conditions... account- 
ing for profit in an economy where the 
value of money is fluctuating ...the whole 
difficulty is based on the acceptance of the 
monetary convention ...’’ 

Before tackling that one I would say 
(other things being equal) that our 
‘monopolistic’? manufacturer would have 
at least one major practical problem, 
namely how to secure the additional finance 
to cover the same physical throughput of 
goods consequent upon the shift in prices. 
If he is still in business, credit restrictions 
would be more real to him than any prob- 
lem of the ‘‘monetary convention.”’ 

Mr. R. Chambers has also been reported 
in this journal recently as exercising his 
mind on this problem of the ‘‘monetary 
convention’’ and ‘‘accounting for profit 
under inflationary conditions,’’ but, despite 
all that has been said, I am still quite un- 
convinced that a good case can be made out 
for the scrapping of the conventional form 
of accounting statements. 

‘*Price Level Changes and Financial 
Statements’’ was the subject of a pro- 
nouncement by the American Accounting 
Association on 1 August 1951, formulated 
by the Committee on Concepts and Stan- 
dards Underlying Corporate Financial 
Statements.* This pronouncement is, im 
my opinion, one which the profession in 
Australia should study closely. Their con- 
clusions are stated. under three heads, as 
follows :— 


23/8 


*The Journal of Accountancy, October 1951, 
pp. 461 te 465. 
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The Clearing House—continued 


‘*THE QUESTION OF MODIFICATION 


‘1. In periodic reports to stockholders, 
the primary financial statements, prepared 
by management and verified by an indepen- 
dent accountant, should, at the present 
stage of accounting development, continue 
to reflect historical dollar costs. 

‘*2. There is reason for believing that 
knowledge of the effects of the changing 
value of the dollar upon financial position 
and operating results may be useful infor- 
mation, if a practical and substantially uni- 
form method of measurement and dis- 
closure can be developed. 

‘“*3. The accounting effects of the chang- 
ing value of the dollar should be made the 
subject of intensive research and experi- 
mentation; the specific significance of the 
basic problem should be determined with 
as much accuracy as possible ; the means of 
its solution, if its significance warrants, 
should be thoroughly investigated. 


‘*MetTHops oF MEASUREMENT 
“4. The effects of price fluctuations 


upon financial reports should be measured 


in terms of the over-all purchasing power 
of the dollar—that is, changes in the gen- 
eral price level as measured by a general 
price index. For this purpose, adjust- 
ments should not be based on either the 
current value or the replacement cost of 
specific types of capital consumed. 

“5. The measurement of price level 
changes should be all-inclusive; all state- 
ment items affected should be adjusted in 
a consistent manner. 


**MeTHODs OF DISCLOSURE 
‘6. Management may properly include 
in periodic reports to stockholders compre- 
hensive supplementary statements which 
present the effects of the fluctuation in the 
value of the dollar upon net income and 
upon financial position. 

(a) Such supplementary statements 
should be internally consistent; the 
income statement and the balance 
sheet should both be adjusted by the 
same procedures, so that the figures 
in such complementary statements 
are co-ordinate and have the same 
relative significance. 

Such supplementary _ statements 
should be reconciled in detail with 
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the primary statements reflecting 
unadjusted original dollar costs, and 
should be regarded as an extension 
or elaboration of the primary state- 
ments rather than as a departure 
therefrom. 

(ce) Such supplementary statements 
should be accompanied by comments 
and explanations clearly setting 
forth the implications, uses and limi- 
tations of the adjusted data. 


**SuMMARY 


**In concluding this statement on ‘Price 
Level Changes and Financial Statements’, 
the Committee seeks to bring into perspec- 
tive the several co-ordinate recommenda- 
tions which it has presented. 

**In accounting, different purposes may 
require different types of reports. The 
traditional balance sheet and income state- 
ment, employing historical dollar costs, 
have proved their usefulness and are of 
primary importance for many purposes. 
Reports prepared to reflect fluctuations in 
the value of the dollar may prove to have 
substantial usefulness for other purposes. 

‘‘It is the judgment of the Committee, 
therefore, that the time has come to give 
adjusted dollar statements a thorough test. 
Such statements should now be, and may 
continue to be, supplementary to the finan- 
cial statements based on historical dollar 
cost. During the period of development 
(or of experimentation, whichever it may 
prove to be), such statements need not be 
covered by the independent accountant’s 
opinion, although he might assist in their 
preparation. A number of such experi- 
ments by different corporations in different 
types of business will undoubtedly be re- 
quired. Only by means of such experimen- 
tation can methodology be tested and use- 
fulness proved or disproved. 

‘‘The Committee has determined the 
basie premises on which, in its judgment, 
such tests should be conducted :— 

**1. Since the supplementary statements 
are intended to restate historical costs to 
reflect changes in the value of the dollar 
and are not concerned with changes in the 
value of specific assets, a general price 
level index should be used. 

**2. Since the relationships within the 
balance sheet and within the income state- 
ment, as well as between the two statements 
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The Clearing House—continued 

are of importance, the adjustments should 
be comprehensive in scope to the end that 
the effect of price-level changes will be re- 
flected in each item to the extent appro- 
priate. 

‘**3. Since the effectiveness of accounting 
statements depends upon reader under- 
standing as well as on basic usefulness, the 
two types of statements should be fully 
reconciled in published reports and should 
be accompanied by explanations as to their 
respective natures, usefulness, and limita- 
tions.’’ 


With these views I am in complete agree- 
ment, and conclude these notes with the 
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observation that, while our hypothetical 
manufacturer may not find in these notes 
the complete answer to his problem (if only 
for the reason that the problem is not fully 
stated), it was not my purpose to supply 
a complete answer so much as to demon- 
strate that accounting doctrines (with a 
nudge or two from economies) do not in- 
clude a doctrine of despair or of impotence 
in the face of difficulty. The answer, Mr. 
Cantle, is certainly not a ‘‘lemon,’’ though 
some of the consequences flowing from it 
may well be unpalatable to shareholders 
should their directors recast dividend and 
reserve policies in the light of these con- 
siderations. 


Sydney. A. Forster. 


A PROBLEM IN COST ACCOUNTING — REPLY II 


The problem in cost accounting in the 
November 1951 issue is of intense interest, 
for it mirrors the problems of currency 
inflation. Suppose the manufacturer had 
only 13/- to begin with, which he outlaid on 
the processed material. Having sold it, he 
has 15/-, but he needs 17/- to buy the next 
lot of material, plus, say, 5/- for the in- 
creased cost of processing, so he is 7/- 
short. His bank refuses credit, Capital 
Issues turns down an application for a new 
issue, income tax takes half his book-profit 
of 2/-. So does he retire from business, or 
does he call in an up-to-date accountant? 

Suppose he does the latter. The accoun- 
tant points out that the value of money has 
deteriorated in terms of stock. The cost of 
the goods sold, which were bought with the 
currency of an earlier period, must be con- 
verted to its modern equivalent. He puts 
in a costing system and produces a profit 


and loss account like this: “ye” 


15 0 


Sale of product 
Deduct cost of produet— 
Materials at standard 
(assumed equal to 
replacement) Gn 
Process costs .. .. 3 O 


20 O 
Loss (i.e. the economic result) 5 0O 
Less credit variance... 7 0 
Profit (ie. the orthodox book 
RE? Sik ot ac Leen 


This shows just how the land lies by way 
of analysis. Then he reasons that the 
material for the next unit will cost 17/- 


(replacement, say, 18/-) plus, say, 5/- to 
process, and there must be a mark-up of, 
say, 3/- in the new currency, being the 
equivalent of 2/- in the old. Therefore, the 
new selling price should be 26/-. Standards 
are raised and a price increase sought. 
Overhead, of course, now includes a cer- 
tain monthly fee directed into the right 
channels! 

The accountant next prepares his cash 
and financial budgets. There is 15/- to 
come in from debtors, but 22/- must be 
found to meet commitments. The next unit 
will return at least 3/- profit, less 1/6 tax. 
Therefore, temporary finance must be 
sought for 5/6 (additional cost 7/-, less 
estimated net profit after tax 1/6). 

The bank, after great pressure, obliges, 
but the overdraft of 5/6 must be repaid 
within a definite time or else! This can 
only be done by processing and selling 
more units. If four units were sold at a 
profit of 1/6 after tax, reserves could be 
increased by 6/-, and ultimately there 
would be 6d. to spare. So again to the 
bank, wearing a depression suit, or another 
ad misericordiam appeal to Capital Issues. 
Likely as not, nothing happens, for who 
believes in Santa Claus to-day? 

But even if finance is found, should costs 
keep on rising and financial accommodation 
remain difficult to obtain, the organization 
ean only be kept going by getting more 
production and selling it at constantly-ad- 
justed profit-margins. The limit to this is 
reached when consumer resistance sets in, 
and this is where we are to-day. The only 


(Continued on page 97) 





March, 1952 


The Clearing House—continued 

answer now is improved productivity— 
more goods at cheaper cost, better methods, 
more efficient management. And this will 
all be ruined if the Government reduces the 
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incentive to produce more by raising taxes 
beyond the psychological limit, i.e. the 
point where taxpayers feel that extra effort 
is not worth the risk. 


Sydney. J. M. GREENWOOD. 


A PROBLEM IN COST ACCOUNTING — REPLY III 


It seems a pity to leave the problem in 
cost accounting (June 1951 issue) in the 
simple form suggested by Mr. Cantle 
(November 1951 issue) with only three 
solutions, differing in sign and magnitude. 
I pass over Mr. Bigwood (November 1951 
issue), as he takes all the fun out of the 
game. 

After all, by making an easy assumption 
one can make the number of answers very 
large indeed. To do this one need only 


presume that the manufacturer did not 


process the whole of his stock. 

Say he had 10,000 lbs. of material cost- 
ing 10s. He processed and repurchased at 
17s. 2000 Ibs. Total cost of stock, £5000 
and £1700 = £6700 for 12,000 Ibs. = 
lls. 2d. a lb. Add cost of processing, 3s. a 
lb., gives total cost 14s. 2d. a lb. Profit is 
10d. a Ib. 

If you would like a different answer, ad- 
just the ratio of initial stock to stock pro- 
cessed to taste. 


Sydney. D. U. Macrintosa#. 


Have you anything to clear? 
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BOOK REVIEWS 


Group Accounts and Holding Companies: ANcus Macseatu and A. J. Piatt; Gee & 
Co. (Publishers) Ltd. Pp. 196, price £1/9/3. (Our copy from the Law Book Co, 


of Australasia Pty. Ltd.) 


The English Companies Act 1948 re- 
quires any company with one or more sub- 
sidiaries to submit group accounts to its 
shareholders. Group accounts are defined 
as accounts covering the business of the 
holding company and its interest in the 
subsidiaries. 


After referring to the different types of 
group accounts, the authors explain the 
principles involved in preparing the con- 
solidated revenue accounts and consoli- 
dated balance sheets because this type of 
group account is most generally applicable. 


An interesting summary of the legal re- 
quirements under the English Companies 
Act 1948 emphasizes the important func- 


The Principles and Practice of Modern 
I. G. FURNEsS, A.LC.1L, A.F.LA.; The 
Sydney, 1951. Pp. vi + 259. Price, 


This book differs considerably from most 
other works on profits insurance in that it 
gives a very brief glance indeed to past 
practice and rapidly proceeds with the 
work of explaining, and in fact teaching, 
modern profits insurance by the skilful 
employment of examples. These commence 
with one which analyses the items of simple 
trading and profit and loss accounts into 
terms of percentage of turnover, and reach 
a climax 214 pages later with a detailed 
accountant’s report and loss adjustment 
extending over ten pages. The authors 
probe into every aspect of modern practice 
and are not content merely to point out 
matters of possible dispute or ambiguity, 
but go on to offer their solutions. A 
number of useful suggested amendments 
to the modern standard profits policy are 
put forward, which may well be considered 
to advantage by insurers generally. 

Although the preface indicates the im- 
portance to accountants of this book, it 


tions of the Board of Trade in administer- 
ing the Act. The absence of a similar body 
in Australia makes the adoption of some of 
the provisions of the English statute im- 
practicable in the Commonwealth. 

The method of preparing consolidated 
statements is clearly and briefly expressed. 
Probably the explanations are too terse to 
be of great help to students, but they con- 
stitute an excellent summary, which is fol- 
lowed by a comprehensive example illus- 
trating the application of the principles ad- 
vanced in the earlier chapters of the book. 
Certainly, the book is a valuable contribu- 
tion to accounting literature on this sub- 
ject. 

A. E. Speck. 
Profits Insurance: L. C. Boyp, F.c.1.1., and 
Law Book Co. of Australasia Pty. Ltd., 
£2. 


does, without doubt, provide a most ae- 
curate and stimulating work for the in- 
surance official; it sets out many alterna- 
tive wordings to the normal turnover basis, 
endorsement wordings, and includes a most 
informative chapter on insurance of wages, 
which, as is pointed out, is the largest item 
of expense in every organization. 


It is not without its quiet touches of 
humour, for we meet, among others in the 
examples, J. Flannel & Co., pyjama makers, 


The Hopeful Insurance Co. Ltd., and 
Messrs. Green, Ticke & Nod, Chartered Ac- 
countants. 


Briefly, it is a thoroughly well written 
and informative textbook, which presents 
its subject in such a manner as to hold the 
readers’ attention while unfolding the 
principles of a somewhat difficult and in- 
tricate subject. 


S. B. DorMeER. 
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STUDENTS’ SECTION 


Edited by 


K. C. KEOwWN, A.1.C.A., A.M.T.C. 


PREPARATION OF FUNDS STATEMENTS: 
A SUGGESTED METHOD OF WORKING 


by 


R. L. MatHEws 


Most students seem to encounter difficul- 
ties when they are first faced with the task 
of preparing funds statements. This is 
partly a result of their failure to grasp the 
significance of the statement and what it is 
that the statement is intended to show; but 
it is also partly a result of their failure to 
apply a systematic method of working to 
problems that they are asked to solve. This 
note leaves the first problem for students 
to solve by reference to textbooks and 
journals, and concentrates on the task of 
suggesting a method of working. 


Briefly, however, it can be said that the 
funds statement is nothing more than a 
statement, classified in a particular form, 
which sets out to show how equities have 
been increased, or assets have been realized, 
to provide additional funds for the busi- 
ness ; and how equities have been decreased, 


or assets have been increased, so as to 


absorb the increased funds. 


The funds statement derives its charac- 
ter from the same fundamental accounting 
equations that provide the foundation for 
the whole of accounting practice. The 
simplest example, perhaps, is the case 
where new funds are provided by profits 
earned by the business during the year 
(Le. an inerease in proprietorship) and 
these are applied to the building up of 
assets or the reduction of liabilities. To 
Preserve the equation P= A—L (pro- 
prietorship = assets — liabilities), if an ad- 
dition has been made to P in the form of 
profits, a corresponding increase must have 
taken place in the other side of the equa- 
tion, ie. assets must have been increased 
or liabilities reduced. Or, to take another 
tase, let us assume that ecuities have been 


increased by the raising of a bank over- 
draft. If the equation A—E (assets = 
equities) is to be preserved under those 
conditions, there must also have been a 
corresponding increase in assets (or re- 
duction in some other item on the equities 
side of the equation). 

The funds statement is thus nothing 
more than a statement which records the 
changes that have occurred in these equa- 
tions during the period for which the ac- 
counting reports are being prepared. In 
the first instance it simply records the 
changes that have taken place in assets 
and equities, i.e. in the balance sheet items, 
but in the last resort it is necessary to go 
beyond the balance sheet and make adjust- 
ments for items which affect balance sheet 
figures but do not involve funds. Then the 
importance of the profit and loss statement 
becomes clear. The funds statement is in 
fact best viewed as a link between the profit 
and loss statement and the balance sheet— 
it records the effect on assets and equities 
of trading operations during the period. 

If the above comments are kept in mind 
it is now possible to suggest a method of 
preparing a funds statement, given the 
usual information regarding comparative 
balance sheet items, profit and loss account 
charges not requiring funds, ete. It is 
simply a matter of preparing a preliminary 
statement of changes in equities and assets, 
and ensuring that such adjustments as are 
made to take account of profit and loss 
items result in equal additions to or sub- 
tractions from both sides of the statement, 
thus preserving the equation between both 
sides of the statement. 


Take the following question :— 





100 


Students’ Section—continued 


‘‘From the following information, prepare a statement showing the 


application of funds for the year ended 31 
(a) BALANCE SHEETS A 


Cash 
Debtors... 
Provision for doubtful debts 


Merchandise 

Property 

Machinery and plant 
Provision for depreciation 


Creditors 

Bank overdraft 

Paid-up capital ‘ 

Profit and loss appropriation account 
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sources and 

December 1950: 

S AT 31 DECEMBER 
1949 
£50 


1950 

£100 
£8,000 
600 


£9,000 
500 
8,500 
10,000 
5,000 
12,000 
1,000 
11,000 


7,400 
12,000 
5,000 
14,000 
2,000 
12,000 


£36,500 


£34,550 
——$— 
£6,400 
3,100 
20,000 
5,050 


£4,000 
1,150 
25,000 
6,350 


£36,500 


(b) During the year machinery which had cost £2000 and had been depreciated by £1000 was sold 
for £500, and a dividend of £1000 was paid out.’’ 


The first step in answering this question 
should be to classify the balance sheets into 
major functional groups and mark along- 
side each item and each group of items the 
change that has occurred during the year. 


BALANCE SHEETS A 


ASSETS— 
Cash 
Debtors sii 
Less: Provision for doubtful debts - 
Merchandise 

CURRENT ASSETS 
Property 


Machinery and plant 
Less: Provision for depreciation 


Frixep ASSETS 
TOTAL ASSETS 
EQUITIES— 
Creditors 
Bank overdraft 
CURRENT LIABILITIES 


Paid-up capital ‘ 
Profits and loss appropriation ‘account 


SHAREHOLDERS’ FUNDS 


TOTAL EQUITIES 


(Continued on 


This can usually be done on the question 
paper itself, but for purposes of this note 
a separate working paper will be set up as 


follows: 


S AT 31 DECEMBER 


1949 1950 Change 


5 £100 
£8,000 


600 


£ + £50 


0 
£9,000 

500 
— 1,100 


+ 2,000 


7,400 
12,000 


8,500 
10,000 


19,500 + 950 


5,000 _ 
14,000 
2,000 
12,000 + 1,000 


17,000 + 1,000 





£36,500 +4 £1,950 





— £2,400 
— 1,950 


£4,000 
1,150 


— 4,350 
+ 5,000 
+ 1,300 


5,150 


25,000 
6,350 


31,350 


£36,500 





£34,550 
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Students’ Section—continued 

Some tentative attempts to prepare a 
funds statement can be made with nothing 
more than the information in this working 
paper. A very simple statement which 
would provide some useful information can 
be compiled merely by listing the changes 
in each major group. Remembering that the 
source of funds must come from an increase 
in equities or a reduction in assets, and 
that funds have to be applied either to re- 
ducing equities or increasing assets, a 
simple (but tentative) funds statement can 
be set up as follows: 


PRELIMINARY FUNDS STATEMENT (1) 

SourcE (increase in equities; decreases in 
assets )— 

(a) Inerease in shareholders’ funds 
Total 


£6,300 
£6,300 
APPLICATION (increases in assets; de- 
creases in equities )}— 
(b) Inerease in current assets 
(ec) Inerease in fixed assets .. ew 
(d) Reduetion in current liabilities 


Total 


£950 
1,000 
4,350 


£6,300 


In more detail, this statement would ap- 
pear as follows. It is preferable, when 
analyzing the changes in detail, to dis- 
tinguish between increases and decreases 
within the functional groups. Thus ‘‘In- 
crease in current assets’’ is divided between 
“Source of funds—Reduction in Debtors”’ 
and ‘‘Application of funds—lIncreases in 
cash and merchandise.’’ 


PRELIMINARY FUNDS STATEMENT (2) 

SouRCcE— 

(a) Increases in shareholders’ funds— 
Increase in paid-up capital .. £5,000 
Increase in profit and loss appro- 

priation account ‘ 1,300 

—— £6,300 

(b) Reduction in current assets— 
Reduction in debtors 


Total 


1,100 
£7,400 


————— 
APPLICATION— 
(ec) Increase in current assets— 
Increase in cash .. 
Increase in merchandise 


£50 
2,000 
—— £2,050 
(d) Increase in fixed assets— 
Increase in machinery and plant 
(e) Reduction in current liabilities— 
Decrease in creditors .. £2,400 
Decrease in bank overdraft 1,950 


1,000 


4,350 
£7,400 


Total 
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This statement is incomplete, but can be 
used as a basis for preparing the final 
funds statement. Many of the items which 
go to make up the preliminary statement do 
not involve funds at all, so that certain ad- 
justments have to be made. But if care is 
taken to ensure that every adjustment is 
made to affect both sides of the statement 
(i.e. both source and application) equally, 
then the initial balance can never be lost. 

The first adjustment that has to be made 
is to the item ‘‘Increase in profit and loss 
appropriation account.’’ This obscures 
several other meaningful items which it is 
the business of the funds: statement to 
bring out. One of the most important 
sources of funds is always profit for the 
period. Similarly, allocation of profits by 
way of dividends, taxation, and other 
transactions that involve the actual trans- 
fer of funds, and are not simply book 
entries (e.g. transfer to reserves), are im- 
portant applications of funds. 

In this particular example, profit is not 
known and has to be determined. This is 
done by drawing up a skeleton appropria- 
tion account and entering therein all known 
transactions which passed through the ac- 
count. These will include opening and 
closing balances, dividends, transfers to re- 
serves, provision for tax, ete., and the ap- 
propriate figures will be derived from the 
balance sheets and other information pro- 
vided in the question. Profit is then the 
residual item in the account. 

APPROPRIATION ACCOUNT 


£1,000 Opening balance £5,050 
6,350 Net profit a ? 


Dividend 
Closing balance 


£7,350 


£7,350 


The net profit is thus £2300. It might be 
noted that this is the net profit remaining 
after a non-operating loss of £500, incurred 
on the sale of machinery and plant, has 
been taken into account. 

We now have sufficient information to 
adjust the item ‘‘Increase in profit and loss 
appropriation account’’ so as to take ac- 
count of the relevant appropriation ac- 
count transactions. 

Under ‘‘Increases in _ shareholders’ 
funds’’ among sources of funds, the item 
**Inerease in profit and loss appropriation 
account’’ will give way to a new item :— 

Operating profit for year ended 
31 December 1950 .. £2,300 
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Students’ Section—continued 

But we have added £1000 to the 
**Source’’ side of the statement; so that 
£1000 must also be added to the ‘‘ Applica- 
tion’’ side also. This is done by reference 
to other transactions in the appropriation 
account. A new item will be included under 
the heading: 

Dividend payment . £1,000 
(Had there been an appropriation account 
item ‘‘Transfer to reserves,’’ this would 
simply have cancelled out a corresponding 
increase in shareholders’ funds recorded in 
the original comparison of balance sheets. 
Transfer to reserves does not involve funds, 
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and therefore the item does not appear in 
the funds statement.) | 


At the same time an adjustment can be 
made for the changes that have occurred in 
machinery and plant account. We are told 
that machinery costing £2000, which had 
been depreciated by £1000, was sold during 
the year for £500. Obviously a non-opera- 
ting loss of £500 has been incurred. It can 
be easily worked out, also, that new 
machinery has been purchased during the 
year. The amount can be ascertained if we 
set up a skeleton machinery account and 
enter all the transactions that we know 
have occurred :— 


MACHINERY AND PLANT 


To Opening balance 


£12,000 
» Purchase of new m: uchinery ? 


£16,000 

The amount of new machinery purchased 

is the residual item, and in this case is 
£4000. 

The machinery that was sold had been 

depreciated by £1000, so that the provision 

for depreciation account will haye been 


PROVISION FOR DEPRECIATI 


£1,000 

2,000 
£3,000 
re 


Under the heading ‘‘Increase in fixed 
assets’’ on the application side of our state- 
ment, therefore, we can replace the item 
**TIncrease in machinery and plant’* by the 
following analysis :— 


To Sale of asset 
» Closing balance 


(d) Increase in fixed assets— 
New machinery purchased . £4,000 
Less: Proceeds sale of old 
machinery es vs ‘a 500 
£3,500 
Less: Charges made for 
depreciation . £2,000 
Loss on sale of old 
machinery in oo 
2,500 
£1,000 
Having reached this stage, the prelimin- 
ary funds statement would look something 
like this :— 


PRELIMINARY FUNDS STATEMENT (3) 
SourceE— 
(a) Net profit 
(b) Increase in paid- up capital 
(ce) Reduction in current assets— 
Reduction in debtors 
Total 


. £2,300 
5,000 


1,100 


. £8,400 
== 


£2,000 

14,000 
£16,000 
oe 


By Sale of machinery .. 
, Closing balance 


debited with that amount when the sale 
took place. Since we are told that the pro- 
vision for depreciation account now stands 
at £2000, it is obvious that £2000 must have 
been credited to the account from profit 
and loss account :— 

ON—MACHINERY AND PLANT 


By Opening balance 


£1,000 
», Depreciation ? 


£3,000 
—= 


APPLICATION— 
(d) Payment of dividend 
(e) Increase in current assets— 


Increase in cash .. . - £50 
2,000 


. £1,000 


Increase in mercha ndise 


(f) Increase in fixed assets— 
New machinery purchased . £4,000 
Less: Proceeds sale of old 
machinery ms ‘9 500 


£3,500 
Less: Charges made for 
depreciation . £2,000 
Loss on sale of old 
machinery .. 500 
9 ,000 


Reduction in current liabilities— 
. £2,400 
1,950 
4,350 


. £8,400 


—__—_—— 


—_—_ 


Decrease in creditors. 
Decrease in bank overdraft 


Total 


The next step is to eliminate from the 
statement all items that do not actually in- 
volve the transfer of funds. Certain charges 





a ee 


100 
j 


00 
— 


1,000 
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Students’ Section—continued 

have been made to the profit and loss ac- 
count, before the profit of £2300 was 
struck, which will not involve the firm in 
any actual transfer of funds at all—they 
are simply book entries made as part of the 
domestic accounting processes of the busi- 
ness. These charges include, in the present 
example, amounts written off for bad and 
doubtful debts, depreciation, and the non- 
operating loss on sale of assets. All of these 
must be added back to profit for purposes 
of the funds statement; and balance in ,the 
statement is preserved by eliminating cor- 
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responding amounts from the application 
side of the statement (e.g. depreciation) or 
deducting from the source side (e.g. doubt- 
ful debts). The effect of the latter will be 
to confine changes in assets to the changes 
in asset accounts themselves, ignoring pro- 
visions. At the same time the item ‘‘Pro- 
ceeds. sale of old machinery’’ should be 
taken out of item (f), where it has ap- 
peared as a ‘‘negative’’ application, and 
should be included as a source of funds 
item, for that is what it is. 

The final funds statement may now be 
prepared :— 


(NAME OF BUSINESS) 


FUNDS STATEMENT 


FOR YEAR ENDED 


31 DECEMBER 1950 


SouRCcE OF FuNDs— 
(a) Net profit i ai 
Add: Charges not requir- 
ing funds— 
Doubtful debts .. £100 
Depreciation .. 2,000 
Loss on sale of 
machinery -- 500 


.. £2,300 


2,600 
—— £4,900 
(b) Increase in paid-up capital .. .. 5,000 
(ec) Reduction in current assets— 
Reduction in debtors ns if .. 1,000 
(d) Reduction in fixed assets— 
Proceeds sale of machinery... -- 500 


. £11,400 


Total new funds provided .. 


The above method of working may ap- 
pear tedious, but if students cultivate a 
systematic method of preparing funds 
statements, fully understanding the signifi- 
cance of each step they take and never at 
any stage losing balance between the two 


APPLICATION OF FUNDS— 
(e) Payment of dividend .. £1,000 
(f) Increase in current assets— 
Increase in cash .. = - £50 
Increase in merchandise . 2,000 
— 2,050 
Increase in fixed assets— 
New machinery purchased os .. 4,000 
Reduction in current liabilities— 
.. £2,400 
Decrease in bank overdraft .- 1,950 
4,350 


Decrease in creditors 


Total funds applied . £11,400 


sides of the statement, they will soon find 
they are able to take short cuts without 
thereby impairing the accuracy of their 
work. There is nothing difficult about funds 
statements to a student who adopts a sys- 
tematic method of work. 
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Angus Lancaster 


On Lying—Considered as One of the 
Fine Arts 

My preamble has nothing to do with the 
rest of this note except that de Quincey’s 
‘*On murder—considered as one of the fine 
arts’’—which I re-read this afternoon— 
provided me with its heading. I first read 
this essay one evening when I was about 
ten years old, and I suffered for many a 
fear-stricken night afterwards. I have read 
the essay several times since, but always 
in the daytime. There are, of course, worse 
things than de Quincey’s essay with which 
to torture a child. I still cannot go back to 
Grimm or Harrison Ainsworth’s ‘‘Tower 
of London.’’ 

There is another slight connecting link 
between de Quincey’s essay and this note. 
Mr. Williams, that prince of murderers, 
killed for the sheer fun of the thing, the 
motives of jealousy and loot being subsidi- 
ary to his main desire. 

I have recently received from London a 
copy of Discus, the journal of Imperial 
Smelting Corporation Ltd. In it appears 
an article, ‘‘The Welsh People,’’ by my 
friend, Mr. Alun Grier Davies, who has 
left the green valleys to live in London. 
He came to scoff but remained to prey as 
a member of the English Bar. 

Mr. Davies tells some very interesting 
things of his country and his kin. Here is 
one circumstance not known to me before 
—I know it will interest my twenty 
readers :— 

‘‘The central theme of Welsh artistic life 
is the national ‘Eisteddfod’, a peripatetic 
festival of the Arts, which moves annually 
from one town to another in Wales and 
forms a meeting-place in the first week in 
August for Welshmen of every class and 
creed. In the Eisteddfod the pageantry of 
the bards, complete with robes and the 
symbols of sword and horn, forms an im- 
portant part. Yet the Gorsedd, which pur- 
ports to have its roots in the wild Druidic 
pagan past, is no more than a hundred and 
fifty years old, and originated only at the 
end of the eighteenth century in the fertile 
brain of a Welsh stonemason turned poet 
and historian. For no obvious reason ex- 
cept whimsicality and the sheer joy of it, 


he sought to find the historical evidence for 
Druidie origins, and, having failed to fing 
it, manufactured evidence to prove his ea 

On the basis of his case, one can say that 
even if Taffy was not a thief, he was 

first-class literary forger, for his falsifie : 
tions were not exposed for a century.” 4 

In a general way, it may be said that 
when an Englishman lies, he does it for 
good or bad reason. In all probability, he 
intends to rob you. But a true Celt cam 
lie for ‘‘the sheer joy of it.’’ 

Scotland can also boast of a fine hoax 
The Poems of Ossian. Ossian, ‘‘the little 
fawn,’’ the son of Fingal, was a Celti¢ 
warrior-poet who was said to have lived 
in the third century. In 1760, a Highlan 
schoolmaster, James Macpherson, published} 
two epics, ‘‘ Fingal’’ and ‘‘Temora,’’ claims 
ing them to be English translations of 
Gaelic poems written by Ossian. These 
poems had a wonderful success and 
were translated into several Europea 
languages. It is said that they were th 
favourite reading of Napoleon. Then the 
fun started. The row has hardly died dowm 
yet. Dr. Johnson, David Hume, and many 
others claimed that they were a fraud—# 
fabrication of Macpherson himself. Theit 
authenticity was defended by such giant 
as the poet Gray and Dr. Blair. 

There was also a subsidiary, albeit 
fierce, clash. Macpherson naturally claimed 
Ossian to be a Highlander. The Irisi 
claimed him as their own. The warrioty 
poet was, of course, both. In the third 
century, the west of Scotland and the 
north-east of Ireland were inhabited by i 
same folk. They spoke one languag 
(dialect—so held by the Australi 
Courts) and were of one blood. 

These instances of literary 


lying have) 
brought great joy, interest, and satisfaction: 
to the w orld, but there is one price that} 

had to be paid. There is no authentic his} 


tory of Scotland or Wales. As Mr. Daviet 
puts it, ‘‘the early Welsh historians we 
more romantic than historical.’’? That goe 
for Scotland, too. There is only one authen 
tic Scottish history, and that is the histo 
of my own Clan. But that is different— 
are a Norse Clan. 








